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The annual unitholders’ meeting of Oceanex Income Fund 
will be held on April 28, 2004, at 11:30 a.m. (local time), in 
the Salon Maisonneuve A of the Marriott Chateau Champlain, 
1, Place du Canada, Montreal, Quebec, Canada. 


For ae Oceanex has emerged as a key provider of : 
intermodal transportation services to and from the Pouae : 
of Newfoundland and Labrador. We have maintained our 
favorable position in the marketplace thanks to the support, 
skill and dedication of our employees, and the continuing 


trust and confidence of the communities we serve. 


Over the years, Oceanex has developed an enviable track 
record by providing innovative solutions to market challenges 


and customer needs. 


Today, we remain a driving force and active contributor to 
the Province's ever-growing economy. We are proud of our 
achievements and maintain our commitment to serving this 


trade well into the future. 


VALUE 


OF EXPERIENCE 
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“We're the first point of contact for our clients. In today’s 
competitive environment, we recognize that quality service 
is what matters most. We are continuously looking for new 
ways to improve on how we respond to customer needs. 
We're totally committed to doing our best to deliver a little 
more... every day.” 


Nancy Ouellet 
Supervisor, Customer Service 


PORT OF MONTREAL 


Fast and dependable intermodal freight movement requires 
flawless coordination — the kind of coordination that only 
hands-on experience can deliver. With our efficient port facil- 
ities and dedicated resources, we are well positioned to adapt 
quickly to the changing and ever-growing needs of our clients. 
Whatever the project or challenge — whether shipping heavy 
equipment or raw materials in trucks, trailers, containers, 
tankers or less than truckload, we have the right solution tai- 
lored to the business needs of our customers, year-round. ” 


Jean Lapointe, Manager Montreal Terminal 
Simon Blain, Pier Supervisor 


“With our modern equipment and customized ships we can 
accommodate virtually any type of cargo — from cars to spe- 
cialized equipment. Working closely with clients, we make 
sure that every detail of our operation runs like clockwork. 
Meticulous planning and solid teamwork translate into prompt, 
reliable and secure pick-up and delivery from anywhere in 
North America to Newfoundland and Labrador. We're proud 
of our proven track record for getting the job done and equally 
proud of the quality partnerships we've formed as a result.” 


Yvon Dufour, Manager Halifax Terminal 
Captain Donald Archibald, ASL Sanderling 


“As native Newfoundlanders, we have an in-depth under- 
standing of exactly what our customers need and how to 
deliver it. Day in and day out, we take pride in helping our 
customers succeed through highly responsive, innovative 
transportation solutions that ensure we remain at the fore- 
front of efficiency and cost-effectiveness. ” 


Glenn Etchegary, Manager St. John’s Terminal 
Doug Taylor, Manager Marketing & Sales, Newfoundland Region 


MESSAGE TO 
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We are pleased to report excellent results of Oceanex Income 
Fund for the year ended December 31, 2003. 


During the year we generated revenue of $100.7 million, 
reflecting an increase of 8.3% over 2002, and consolidated net 
income of $10.4 million, an increase of 7.2% ($9.7 million in 
2002). Operating income before investment income from the 
ship replacement fund and income taxes reached $9.3 million, 
an impressive 12% more than last year’s result. We enjoyed 
a high degree of customer support throughout the year, and 
optimized vessel stowage through good management of 
Cargo mix. 


Cash distributions to unitholders were maintained at $1.12 
per unit for the sixth consecutive year. Since the initial public 
offering in 1998, we have paid $6.73 per unit in distributions 
which is more than two thirds of an initial investment in 
the Fund. 


Our ship replacement fund posted a solid return of 15.2% in 
2003 (9% in 2002) closing the year with a market value of 
$29.1 million. On December 30, 2003, we utilized our ship 
replacement fund to make the first instalment payment of 
$4.5 million, representing 10% of the purchase price of a 


MAJOR INVESTMENT IN FLEET 
RENEWAL TO MEET LONG-TERM 
CAPACITY REQUIREMENTS 


new 150-meter ice-class containership to be built in Germany 
to replace the MV Cicero on the Montreal service. The 
Company has not yet decided on the future of the Cicero, but 
has undertaken feasibility studies concerning redeployment 
possibilities. 


The MV Cabot underwent a successful dry dock in January 
2003 and it was modified to carry sixty-four 53-foot containers. 
While the ship was temporarily out of service, overflow cargo 
was routed to Newfoundland & Labrador via our Halifax 
vessel, the ASL Sanderling, without causing any service 
disruption to our clients. 


We completed a total of 145 voyages from Montreal and 
Halifax to Newfoundland & Labrador. Oceanex handled a 
total of 73,148 TEU's (twenty-foot equivalent units) in 2003, 
reflecting a 4.2% increase over last year primarily on the 
strength of increased volume generated on the Montreal 
service. Vehicle shipments totalled 20,470 reflecting a 4.2% 
decrease from last year. 


It is of interest to note that in the course of managing our 
business we are involved in negotiating a number of collective 
agreements, either directly or through employer associations. 
We were very active on this front during the course of 2003 as 
six long-term contracts were concluded with longshoremen 


and checkers in Halifax and Corner Brook, crew members of 
the ASL Sanderling, as well as with in-house drivers in 
St. John’s. These new collective agreements will provide 
continued stability and flexibility in working conditions 
for the next three years. 


In April 2003, we finalized the relocation of all international 
refrigerated containers previously stored and maintained at 
our St. John’s terminal to a new offsite 2.5 acre facility located 
in Donovan's Industrial Park, operated by Reefer Repair 
Services. This new initiative was developed to provide 
operating efficiencies to international container carriers by 
offering better access to empty refrigerated containers for 
pick-up, inspection, maintenance and repairs and also to 
improve terminal accessibility. Concurrently, this new 
modus operandi provided us with an additional 1.5 acres 
of workable space and improved our terminal efficiency 
and safety. 


Tonnage handled in our less than container load (LTL) divi- 
sion peaked in 1999 and now represents approximately 7% of 
our total revenue. Over the last several years, a number of our 
large customers have consolidated their own LTL shipments 
that we now handle as full container loads. In order to offset 
higher handling costs, in the last two years we have focused on 
improving stowage efficiency; consequently our consolidated 
container cube utilization (or load factor) has increased from 
79% in 2002 to 88% in 2003. 
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In response to steadily growing demand for our services, we 
have recently finalized a contract to purchase a new 150- 
meter ice-class containership to be built by J. J. Sietas KG of 
Hamburg, Germany. This new vessel will be delivered in the 
spring of 2005 and will increase our Montreal service carrying 
capacity by over fifty percent. Total capacity on the Thursday 
sailing from Montreal to St. John’s will grow from 644 TEU’s 
to over 1000 TEU’s. The current ship, the MV Cabot, will be 
transferred to the Monday sailing, replacing the smaller 420 
TEU MV Cicero. 


This new container vessel will strengthen our already solid 
competitive position in a variety of ways. It significantly 
increases our ability to handle larger volumes on the Thursday 
sailing which is important to our retail customers that cur- 
rently represent over one third of our Montreal carryings. The 
new vessel is specially designed to accommodate 53-foot 
containers that have become the unit of choice in this market. 
It will also allow for the gradual conversion of cargo currently 
handled in 40- and 48-foot containers and, at full capacity, 
will enable us to carry the equivalent of 360 53-foot trailers 
on a single sailing. This ship will be equipped with moveable 


container cell guides that will provide the flexibility to respond 
quickly to changing market needs. 


Concurrently, we are in the process of reviewing our St. John’s 
terminal design and operations. This review encompasses 
vessel loading/unloading, as well as traffic flow patterns 
and space utilization at the terminal. Computer simulations 
integrating these activities with our inland distribution and 
delivery system will be carried out to optimize terminal 
productivity. 


In accordance with our ongoing program whereby each vessel 
undergoes two dry docks every five years, two of our ships 
are scheduled for repairs and maintenance in the second 
quarter of 2004. We have entered into a three-month charter 
hire agreement for a roll-on, roll-off vessel in order to pro- 
vide uninterrupted service to our valued customers during 
this period. 


Oceanex is well positioned to benefit from continuing 
investment in the resource sector, including the construction 
phase of the White Rose Offshore Development Project as 
well as ongoing activity in the Voisey’s Bay venture. We will 
continue to work together to provide high quality, efficient 
and reliable transportation services to Newfoundland & 
Labrador and to create value for our clients, employees and 
unitholders. 


Mr. Owen Mitchell, a Trustee of the Fund, resigned after 
many years of dedicated service to Oceanex. | wish to 
express our appreciation to Mr. Mitchell for his contribution 
to the organization. We are pleased to welcome to our 
Board of Trustees Mr. Marc A. Courtois, an MBA from the 
University of Western Ontario. Mr. Courtois is also a director 
of Group TVA Inc. and his skills and business experience are 
a welcome addition. 


| would like to thank all of our employees for their excellent 
performance during the year and | am proud of our team 
achievement. 


Finally, | wish to express my gratitude to the Board of 
Directors and Trustees for their counsel and support that is 
essential to the success of the organization. 


Qi 


Peter Henrico 
President & CEO 
February 18, 2004 
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Management's Discussion and Analysis provides a review of 
the performance of Oceanex Income Fund, and its subsidiaries. 
Performance for 2003 is compared with 2002, and issues and 
risks that can be expected to impact on future operations are 
discussed. These issues and risks may cause actual results to 
differ materially from those described in forward-looking 
statements contained in this Management's Discussion and 
Analysis. Where used, the words “anticipate”, “expect”, 
“intend”, “should” and similar expressions are intended to 
identify forward-looking statements. 


GENER 


Oceanex Income Fund (the “Fund”) is a limited purpose 
trust. Its income is derived from the ownership of promissory 
notes and shares of Oceanex (1997) Inc. (the “Company”), a 
wholly owned subsidiary of the Fund. Cash distributions to 
Unitholders of the Fund are contingent on the operating 
results of the Company being sufficient to pay to the Fund 
interest on the promissory notes, dividends on the shares 
and make returns of capital thereon. 


The Company operates an intermodal transportation business 
that offers transport services from the mainland to the 
province of Newfoundland and Labrador (the “Province”); it 
provides this regular service with three roll-on, roll-off vessels 
assigned to two services. One service, between Montreal and 
St. John's, operates with two vessels that each sail weekly; the 
other, with one vessel also on a weekly round-trip, navigates 
between Halifax, St. John’s and Corner Brook. In addition, the 
Company owns a fleet of containers and trailers to accommo- 
date the transportation needs of its customers and operates 
its own marine terminals in St. John’s and Corner Brook. 


The Company's operating results are influenced by the volume 
of cargo carried on its vessels and the revenue generated 
therefrom. As a low cost, efficient and key provider of 
transportation services, the Company is well positioned to 
continue playing a significant role in the growing economy 
of the Province. 


Unless otherwise indicated, all figures are in Canadian dollars 
and are prepared in accordance with Canadian generally 
accepted accounting principles. 
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The Province experienced GDP growth of 15.4% in 2002, 
while GDP is estimated to have grown by 4.3% for 2003. The 
Company, which exclusively serves the Newfoundland market, 
has benefited from this growth by increasing its volumes by 
5% in 2002 and 4.2% in 2003. Both Montreal and Halifax 
services have contributed to higher volumes. Meanwhile, 
consolidated revenue from operations increased 10.7% to 
$100.7 million between 2001 and 2003, due to increased 
volumes, rates and a higher fuel surcharge. 


Over the same 2-year period, operating, selling and admin- 
istrative expenses, including amortization, increased by 10.3%; 
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In thousands of dollars, except per unit information 


Revenue 
Operating income 
Net income 


Earnings per unit 
Distributions per unit 


Total assets 
Total long-term financial liabilities 


other than increased volume and inflation factors, vessel 
repairs, dry dock related costs, insurance and particularly 
fuel costs account for the increase. Throughout this period, 
as a result of year-to-year volume increases, we have operated 
at near capacity on a number of occasions on our Montreal 
service. These capacity issues have been addressed by 
improvements to our terminal and land based operations 
and, more importantly, with the order of a new vessel to be 
delivered in the spring of 2005. 


From 2001 to 2003, operating income increased from $8.1 
million to $9.3 million. 


YEAR ENDED 


2002 2001 

$100,716 $92,964 $90,965 
9,273 8,279 8,061 
10,374 9,681 9,206 
1.19 1 1.06 

1.12 1.12 142 
100,185 98,798 98,840 
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Volumes handled in 2003 reached 73,148 TEU’s (twenty-foot 
equivalent units), an increase of 4.2% over 2002 levels of 
70,202 TEU’s. In Montreal, volumes increased by 4% while in 
Halifax, container and trailer volumes increased by 4.4% and 
automobile carryings were down slightly to 20,470 units, a 
reduction of 4.2% compared to 21,359 units in 2002. The 
reduction in automobile shipments is attributable to slower 
automobile sales in the last quarter of 2003 compared to 2002. 


Consolidated revenue, inclusive of fuel surcharge, reached 
$100.7 million in 2003, an increase of 8.3% or $7.7 million 
compared to 2002 revenue of $93.0 million; this is the first 
time in the Company's history that consolidated revenues 
have exceeded $100 million. Higher revenue was the result 


of volume increases discussed above as well as rate increases, 
which include a fuel surcharge designed to compensate for 
higher fuel costs. 


Operating, selling and administrative expenses totaled $86.7 
million for the year, an increase of 8.3% or $6.6 million over 
expenses of $80.1 million in 2002. Of this amount, volume 
related expenses such as inland transport and terminal oper- 
ating costs increased in line with volumes; higher expenses 
were also the result of expenses incurred in the first quarter 
of 2003 related to the dry dock of the MV Cabot, including 
additional costs incurred to maintain service. Amortization of 
capital assets of $4.7 million in 2003 was consistent with 
that in 2002. 


Operating income was $9.3 million, compared to $8.3 million 


in 2002. 


ititil 


Net investment income from the ship replacement fund was 
$1.5 million in 2003, consistent with that of 2002. Realized 
gains as a result of the disposition of securities during the year 
amounted to $1.5 million, $0.8 million higher than last year, 
while a write-down of $0.7 million was recorded in 2003 to 
reflect an impairment in the value of certain securities. 
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Income tax expense for the year was $0.4 million, compared to 
$0.1 million in 2002, primarily as a result of higher taxable income. 


Consolidated net income for the year ended December 31, 
2003 was $10.4 million ($1.19 per unit) up 7.2% from $9.7 
million in 2002 ($1.11 per unit). 


SHIP REPLAGENENT Bee 


The purpose of the ship replacement fund is to meet anticipated capital expenditures required to extend the useful life of the 
three vessels owned by the Company or to contribute towards replacing them. Investment income earned by the ship replacement 
fund consists of interest, dividends and other realized gains and losses and is entirely reinvested in the fund. In the month of 
December 2003, the first instalment of $4.5 million towards the purchase of a new vessel was withdrawn from the ship replace- 
ment fund. The table below compares the fund’s cost and market value at December 31, 2003 and 2002 respectively: 


YEAR E 


Market Value Atcost | 

2003 2002 2003 2002 
Value, beginning of year $29,229 $26,807 $25,154 $23,674 
Dividend and interest income 919 948 919 948 
Gain on sale of securities 1,456 642 1,456 642 
Administration expense (105) (110) (105) (110) 
Change in unrealized 
appreciation/depreciation 2,182 942 (744) —_ 

33,681 29,229 26,680 oe 

Withdrawals of funds (4,544) ee (4,544) oe 
Value, end of year $29,137 $22,136 a $25 eo 


$29,229 


The ship replacement fund yielded a return of 15.2% for 2003 and an average of 10.8% a year since inception in 1998. 
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The following tables summarize the consolidated results of the Fund on a quarterly basis for both 2003 and 2002. 


In thousands of dollars, except per unit information 


ZOOS —- QuARTER ENDED (UNAUDITED) 


June 30 March 31 


Dec. 31 
Revenue | $25,219 $28,468 $27,950 $19,079 
Operating income 1,933 3,983 4,372 (1,015) 
Net income 2,600 3,752 3,689 328 
Earnings per unit 0.30 0.43 0.42 
Distributions per unit 0.28 0.28 0.28 


Revenue $23,411 
Operating income 1,651 
Net income 2,380 
Earnings per unit 0.27 
Distributions per unit 0.28 


During the fourth quarter of 2003, both Halifax and Montreal 
service volumes contributed to the strong performance. 
Consolidated volume reached 18,891 TEU’s, a 5.7% increase 
over 2002 volumes. Revenue from operations of $25.2 million 
was $1.8 million or 7.7% higher than fourth quarter 2002, a 
reflection of higher volumes. Automobile shipments totaled 
3,799 units, a reduction of 671 units from 2002, as a result 
of lower automobile sales during the period. 


Operating expenses, including amortization of capital assets, 
totaled $23.3 million, an increase of $1.5 million or 7.0% over 
the same period last year. Other than volume related increases 
in expenses, higher inland transport costs, vessel repair costs and 
increased dry-dock provisions explain the increase over last year. 


Operating income was $1.9 million, $0.3 million higher than 
2002. 


Investment income from the ship replacement fund for the 
fourth quarter of 2003 was $0.4 million, comparable with 
2002, despite a write-down of $0.7 million recorded in the 
fourth quarter 2003 to reflect an impairment in the value of 
certain securities held in the ship replacement fund. 


After provision for income taxes, net income for the quarter 
was $2.6 million compared to $2.4 million in 2002. 


As evidenced by the above quarterly summary information, 
the Company's business is characterized by lower volumes 
and revenues in the first quarter of the year. This seasonality 
is a reflection of our customers’ economic activity during 
that period, and particularly as it relates to retail trade and 
construction materials. This historical and general trend is 
expected to continue for the foreseeable future. 
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At December 31, 2003, the Fund had a balance of $10.3 million 
in accounts receivable, $2.0 million more than in 2002, a result 


$25,430 $26,391 $17,732 
2,663 3,941 24 
2,790 3,534 977 
032 0.41 0.11 
0.28 0.28 0.28 


of higher volumes in fourth quarter 2003 compared to 2002. 
Furthermore, more than half of the increase in volumes during 
fourth quarter 2003 took place in December. 


Capital expenditures include sustaining and expansionary 
expenditures. Sustaining capital expenditures are required to 
maintain volume throughput capacity; expansionary capital 
expenditures are to provide operating improvements with 
respect to either capacity or cost savings. 


Net sustaining capital expenditures funded by operations in 
2003 amounted to $2.3 million ($0.8 million in 2002); the 
Company acquired 110 new 53’ containers at a cost of $1.0 
million, completed structural and steel work on its vessels and 
purchased freight handling equipment. Over the past 5 years, 
net sustaining capital expenditures remained consistent with 
the Fund's original sustaining capital expenditures program 
and averaged $2.2 million per year. 


Expansionary capital expenditures in 2003 amounted to 
$4.5 million, representing the first instalment of 10% made on 
December 30, 2003, for the construction of a new vessel (see 
note 2 to the audited consolidated financial statements). As 
announced in December 2003, the Company has ordered, for 
delivery in the spring of 2005, at a cost of approximately 
$58 million (€28 million at an assumed rate of exchange of 
1.62, plus 25% duty, and other related costs), a 1,004 TEU 
ice-class container vessel from a German shipyard. This vessel 
will be utilized on the Company's Montreal service and will 
provide additional carrying capacity on the important Thursday 
sailing. There were no expansionary capital expenditures in 2002. 


At the end of 2003, the ship replacement fund had a book 
value of $22.1 million compared to $25.2 million in 2002. 
After net investment income of $1.5 million, the book value 
was reduced as a result of the withdrawal, in December 
2003, of $4.5 million indicated previously. 


Total current liabilities were $11.7 million at December 31, 
2003, compared to $10.6 million in 2002. Approximately 
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$0.6 million of the increase was due to higher volumes in the 
last quarter of 2003 whereas current income taxes, mainly 
attributable to higher taxable income, accounted for $0.5 
million of the increase. 


The Company contributed $0.4 million to its employee benefit 
plans in 2003. With an actuarially estimated pension and 
employee benefit expense of $0.3 million, the resulting 
employee future benefit obligations were reduced by approx- 
imately $0.1 million to $0.5 million at December 31, 2003. 


Future income tax liability, at $10.0 million at the end of 2003, 
remained consistent with 2002. Most of the balance results 
from temporary differences between the carrying amounts of 
capital assets for accounting purposes and the amounts used 
for income tax purposes. The Fund is a unit trust for income tax 
purposes and, as such, is only taxable on any taxable income 
not allocated to Unitholders. All of the taxable income of the 
Fund has been allocated to Unitholders, and therefore no 
provision for income taxes on the income of the Fund has been 
made. However, the Company is a taxable entity and it provides 
for income taxes using the liability method of tax allocation. 
All income tax issues incorporated in the Fund's consolidated 
financial statements and Management's Discussion and 
Analysis relate exclusively to the Company (see notes to the 
audited consolidated financial statements for more details). 


DIiscussioON 
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The Company's financing requirements for short-term working 
capital, long-term growth and future capital expenditures are 
expected to be met through cash generated from operations, 
borrowings under the revolving operating line of credit, and 
borrowings under the long-term loan facility. 


Cash flow related to operating activities was $12.3 million in 
2003 ($14.2 million in 2002), a $1.9 million decrease. This 
decline is mainly the result of higher accounts receivable at 
the end of 2003 compared to 2002. 


After funding $2.3 million of net sustaining capital expendi- 
tures ($0.8 million in 2002), and after withdrawing $4.5 million 
from the ship replacement fund to make the first installment 
on the new vessel, cash distributions of $9.8 million ($112.44 
per 100 trust units) were made. These distributions were 
identical to those made in 2002. In accordance with the 
Fund's policy, and as deemed appropriate by the Board of 
Directors of the Company, these distributions were made 
after setting aside reserves for working capital and sustaining 
capital expenditures. 


Date (2003) 


Cash distributions for fiscal 2003 were as follows: 


Distribution 
Date (2003) 


February 7 February 14 
March 7 March 14 
April 8 April 15 

May 8 May 15 

June 9 June 16 

July 8 July 15 
August 8 August 15 
September 9 September 16 
October 7 October 15 
November 7 November 14 
December 9 December 16 


December 31 January 15, 2004 


$105.07 per 100 trust units or 93.4% of the distributions 
is taxable as income in the hands of the Unitholders for 
Canadian income tax purposes (87.6% in 2002) while the 
non-taxable portion totals $7.37 per 100 trust units or 6.6% 
of the distributions. Amounts included in distributions that 
are considered returns of capital are non-taxable to 
Unitholders and treated as a reduction of the adjusted cost 
base of the Unitholders’ trust units. There was no return of 
capital in 2003 and therefore no such amount was included 
in the non-taxable portion of distributions in 2003, whereas 
an amount of $9.92 per 100 units was included in the non- 
taxable portion of the distribution in 2002. 


As at December 31, 2003, the Company had a revolving 
operating line of credit of $10 million; there were no with- 
drawals against the facility at December 31, 2003, other than 
a letter of credit in the amount of $0.15 million ($0.15 million 
in 2002). At its discretion, the Company may increase its bor- 
rowings by $10 million per year up to an aggregate maximum 
amount equal to the greater of (i) $20 million, or (ii) double 
the amount of its income before interest, taxes and amorti- 
zation for the most recently ended fiscal year. Any borrowing 
over and above those amounts requires the unanimous 
approval of the Board of Directors of the Company. 


The Company has contracted the building of a new container 
vessel at a cost of approximately $58 million (€28 million at 
an assumed rate of exchange of 1.62, plus 25% duty and 
other related costs). The new ship will be financed by the 
combination of a $43.6 million long-term loan and withdrawals 


Non-taxable 


Payment Taxable 
per Unit Portion Portion 
$0.0937 $0.0898 $0.0039 
0.0937 0.0898 0.0039 
0.0937 0.0898 0.0039 
0.0937 0.0898 0.0039 
0.0937 0.0876 0.0061 
0.0937 0.0876 0.0061 
0.0937 0.0876 0.0061 
0.0937 0.0876 0.0061 
0.0937 0.0876 0.0061 
0.0937 0.0876 0.0061 
0.0937 0.0876 0.0061 
0.0937 0.0783 0.0154 
$1.1244 $1.0507 $0.0737 


from the Company's ship replacement fund of approximately 
$14.4 million. The first instalment of 10% was made on 
December 30, 2003, from the ship replacement fund; the second 
and third instalments of 10% or approximately $4.5 million 
(€2.8 million) each are due as vessel construction progresses 
in 2004 and are also expected to be paid from the ship 
replacement fund. The final payment representing 70% of 
the vessel cost will be paid upon delivery of the new vessel, 
scheduled for the spring of 2005, at which time the Company 
will utilize the long-term loan facility. The long-term facility 
is a 10-year loan that provides for repayment of 70% of the 
capital during the term of the loan and a final payment of 
the remaining 30% at termination. The interest rate for this 
loan is based on 3-month bankers’ acceptances plus a margin 
of 1.6%. 


To protect itself against fluctuations in interest rates, the 
Company entered into a swap agreement whose terms coin- 
cide with the quarterly payment terms of the loan agreement. 
The result of the swap agreement is to fix the interest 
payment on the debt at 6.96% over the term of the loan. The 
Company has also entered into foreign exchange forward 
contracts to protect itself against variations in foreign 
exchange rates between the Canadian dollar and the Euro 
(see notes 2 and 8 to the audited financial statements for 
more details). 
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The Company is committed to purchasing a new vessel and is also committed under various operating leases. The approximate 
minimum annual payments over the next five years are as follows: 


in thousands of dollars 


2004 
2005 
2006 
2007 
2008 


Upon the new vessel delivery, scheduled for spring 2005, the 
Company will utilize the long-term loan of $43.6 million to 
fulfill its commitment under the vessel purchase agreement. 
The Company is committed to repay 70% of the loan in forty 
quarterly instalments of principal and interest, beginning in 
the second quarter of 2005; a final payment for the remaining 
30% of the loan is due upon termination of the loan. 


CRITICHE HES a Nine 
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The notes to the consolidated financial statements outline the 
Fund's significant accounting policies. The policies discussed 
below are considered particularly important as they require 
judgment and estimates made by management. 


Depreciation and amortization 


Depreciation and amortization is based on management's 
estimate of the useful life of particular assets or asset classes. 


Impairment of goodwill 


In assessing the recoverability of the Company's goodwill, 
the Company must make assumptions regarding estimated 
future cash flows. If these estimates or their related assump- 
tions change in the future, the Company may be required to 
record impairment charges. At December 31, 2003, there 
was no impairment to goodwill. 


Other than temporary impairment 


Equity and other investments in the ship replacement fund 
are carried at cost. These investments are regularly reviewed 
to determine whether market value is below the recorded 
value. When an investment has declined in value below its 
recorded cost, management exercises judgment in assessing 


New vessel O 


berating leases 


$9,088 $2,887 $11,975 
44,368 2,692 47,060 
= 2,571 
== 2,520 
= 2,363 


whether the decline is temporary before making any adjust- 
ment; the Company generally considers that an impairment 
is permanent if the investment had a market value below 
cost for three consecutive years; in such a case, the investment 
is written down to market value. 


Pension and other post-employment future benefits 


Pension and other post-employment future benefit costs are 
actuarially determined using the projected benefit method 
prorated on services. These calculations are done using 
management's best estimates of salary projections based on 
recent trends in wage and salary increases, retirement age of 
employees and estimated health-care costs. The discount 
rate assumption is tied to long-term high quality bond rates. 
The expected return on assets assumptions on the investment 
portfolios for the pension and other post-retirement benefit 
plans are based on the long-term expected returns for the 
investment mix of assets currently in the portfolio. The return 
on assets assumptions are subject to change depending 
upon the future asset mix in the portfolios. If assumptions 
made differ from actual experience, pension and other 
employee future benefits could differ in future years as 
a result. 


Income taxes 


The income tax provision is calculated based on the expected 
tax treatment of transactions effected during the period. In 
determining the income tax provision, some assumptions 
are made by management about the reversal of future tax 
assets and liabilities. If management's interpretations differ 
from those of the tax authorities, or should the timing of the 
reversal differ from management's assumptions, the provision 
for income taxes could be affected as a result. 


Impairment of Capital Assets 


The Company reviews and evaluates its capital assets for 
impairment when events, or changes in economic and other 
circumstances, indicate that the carrying value of such assets 
may not be recoverable. The Company evaluates the recov- 
erability of these assets by reference to undiscounted expected 
future net cash flows of the related assets. Measurement of an 
impairment loss, if any, is based on the fair value of the asset 
by discounting expected future net cash flows of the related 
assets. When management performs future assessments of 
these long-lived assets, a decline in the recoverability of 
these assets below carrying value may require the Company 
to recognize an impairment loss. Such impairment loss, if 
any, may be material. 


Vessel dry dock costs 


Company vessels are scheduled for two dry docks in every 
five-year period, at two and three year intervals. Estimated 
dry dock costs are accrued on a straight-line basis over the 
period to the next scheduled dry dock, based on management's 
best estimate of expected costs. These provisions could change 
by a material amount in the near term. Any variance between 
actual costs and amounts provided is accounted for in the 
period of the completion of the dry dock. 


ie Ne IN HECGO@UNTEING 
14 ee 


Impairment to Long-lived Assets 


In 2003, the Canadian Institute of Chartered Accountants 
(“CICA”) issued Handbook Section 3063, Impairment of 
Long-lived Assets that addresses financial accounting and 
reporting for the impairment of long-lived assets. These new 
rules apply to the Fund commencing January 1, 2004, and the 
Fund does not expect that the adoption of the new rules will 
have a significant impact on the Fund's financial position and 
results of operations. 


Also, in 2003, the CICA issued Handbook Section 3110, Asset 
Retirement Obligations that addresses statutory, regulatory, 
contractual and other legal obligations associated with the 
retirement of a tangible long-lived asset that result from its 
acquisition, construction, development or normal operation. 
These new rules apply to the Fund commencing January 1, 
2004. The Fund does not expect that the adoption of the new 
rules will have a significant impact on the Fund’s financial 
position and results of operations. 


HEDGING RELATIONSHIPS 


The Canadian Institute of Chartered Accountants (“CICA”) 
recently approved Accounting Guideline No. 13, Hedging 
Relationships ( the “ Guideline”). The Guideline is applicable on 
January 1, 2004, and addresses the identification, designation, 
documentation and assessment of effectiveness of hedging 
transactions for the purpose of applying hedge accounting. 
The Company uses interest-rate and foreign currency related 
derivative financial instruments for the purpose of hedging 
exposure to fluctuations in interest and exchange rates. The 
Company does not hold or issue derivative financial instruments 
for trading purposes. The fair value of interest rate swaps 
and foreign currency forward contracts is the estimated 
amount that the Company would receive or pay to terminate 
the swap or forward contract at the balance sheet date, taking 
into account current interest and exchange rates and the 
creditworthiness of the swap or forward counterparties. As 
at January 1, 2004, the Company has designated the above 
derivative instruments as hedging items in accordance with 
the Guideline. 
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In the month of December 2003, the Company entered into a 
forward 10-year interest swap agreement to hedge quarterly 
variable interest rate payments under the loan facility 
described under Liquidity and Capital Resources. The interest 
swap is effective April 2005, and expires on maturity of the 
long-term loan facility in April 2015. It provides for an interest 
rate of 5.36% and is matched to the loan repayment schedule. 
Fixed interest rate will amount to 6.96% over the term of the 
loan, including a premium of 1.6%. 


The loan for the purchase of the new vessel is denominated 
in Canadian dollars, while the contract purchase price is 
approximately €28.0 million. Consequently, after having 
made a first instalment of 10% in December 2003, the 
Company entered into foreign currency forward contracts 
totaling €8.5 million to protect itself against fluctuations 
between the two currencies. Settlement dates of these for- 
ward contracts coincide with the dates of certain payment 
obligations under the vessel purchase agreement. The 
Company plans to enter into other forward currency hedging 
contracts for the remaining obligation due upon vessel 
delivery. 


ND ANALYS15 


Risk SsiaNe 
OFrFrOeRREINTRIE Ss 


The Company is an important participant in the transportation 
of goods to and from the Province. Changing economic condi- 
tions affecting the Company's clients have an influence on the 
volume of freight carried by the Company. A period of economic 
downturn or slowdown could weaken market opportunities 
and may result in reduced volumes for the Company. 


While the loss of one or more large customers would have a 
negative impact on financial performance, the Company's 
extensive customer base should limit such risks. The 
Company's revenue includes one customer that accounts for 
more than 10% of revenue. 


The Company is involved in a number of collective agree- 
ments in respect of its labour relations with longshoremen, 
ship crews, and other workers. These agreements are negoti- 
ated either directly by the Company or through employer 
associations and have different durations and expiry dates. 


The Company maintains a number of insurance policies 
designed to provide reasonable coverage for identified risks 


related to its property and liability that may arise in the normal 
course of business. 


GENT E@BE 


Economic forecasts from public sources suggest that the 
Province should experience GDP growth of 2.8% in 2004. 
According to these forecasts, the Province is gradually 
turning the dour prospect of a declining fishery industry into 
opportunity by engineering the development of other natural 
resources. This is resulting in employment holding up and the 
Province’s citizens staying put. Furthermore, retail sales are 
growing at a faster rate than in any other province in Canada. 


The Company is well positioned to benefit from continuing 
developments in the resources sector, including the con- 
struction phase of the White Rose offshore project scheduled 
for completion in late 2005, as well as ongoing development 
of Voisey's Bay mineral deposits. In addition, the Company's 
wide customer base should continue to benefit from the 
forecasted growth in retail sales in the Province, thereby 
providing the Company with opportunities to maintain and 
further strengthen its leadership role. 


In 2004, two vessel dry docks will take place. This is part of 
an ongoing program whereby each vessel undergoes two dry 
docks in every five-year period. The Company has chartered 
a replacement vessel for the duration of the dry dock periods, 
scheduled to take place in late spring and early summer 2004. 


Charter costs for the replacement vessel will be recorded 
when incurred. 


As discussed in the preceding pages, the Company will take 
delivery of a new container vessel in the spring of 2005. This 
1,004 TEU vessel will be assigned to the Thursday sailing on 
its Montreal service while the 644 TEU Ro/Ro vessel MV Cabot 
will be transferred to the Monday sailing. Although the 
Company has not yet decided on the future of the MV Cicero, 


February 18, 2004 


it has undertaken a market feasibility study to determine 
whether the vessel can be redeployed to either supplement 
existing services or enter into a new trade lane. 


OTHER 


Additional information related to the Fund, including 
the Annual Information Form, is available on SEDAR at 
www.sedar.com 


AUDITORS" 


To the Unitholders of 
Oceanex Income Fund 


We have audited the consolidated balance sheets of Oceanex Income 
Fund [the “Fund”] as at December 31, 2003 and 2002 and the consoli- 
dated statements of income, unitholders’ equity and cash flows for the 
years then ended. These financial statements are the responsibility of the 
Fund’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted 
auditing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in 
all material respects, the financial position of the Fund as at December 
31, 2003 and 2002 and the results of its operations and its cash flows for 
the years then ended in accordance with Canadian generally accepted 
accounting principles. 


Grret + LLP 
Montreal, Canada, 


January 28, 2004. Chartered Accountants 


ASSETS © 
Current assets 

_ Cash and cash equivalents [note 1] 4,720 ge 4569 
_ Accounts receivable [notes 3 and 14] 10,334 8,306 
Prepaid expenses, supplies and other assets 1,461 1,442 


Total current assets _ 16,515 14,317 


Capital assets [notes 2 and 4] 42,794 40,587 


Ship replacement fund, at cost [note 8] 

[market value $29,137; 2002 — $29,229] 22,136 : 25,154 

Goodwill 18,740 ; 18,740 
100,185 98,798 


LIABILITIES AND UNITHOLDERS’ EQUITY 
Current liabilities 


Accounts payable and accrued liabilities 10,448 9,808 
Current income taxes payable 451 — 
Distributions payable to unitholders 817 817 
Total current liabilities 11,716 10,625 
Employee future benefit obligations [note 6] 469 572 
Future tax liability [note 7] 10,016 9,964 
Unitholders' equity [note 9] 77,984 77,637 


100,185 98,798 


Commitments and contingencies [notes 12 and 13] 
See accompanying notes 


On behalf of Oceanex Income Fund by Oceanex (1997) Inc., as administrator: 


Director Director 
Oceanex (1997) Inc. Oceanex (1997) Inc. 


CONSOLIDATED 


OF INCOME 


Acoma 


For the years ended December 31 
[in thousands of dollars, except per unit amounts] 


2003 2002 
$ $ 
Revenue | 100,716 92,964 
Expenses 
Operating, selling and administrative 86,713 80,062 
Amortization of capital assets 4,730 4,623 
Operating income 9,273 8,279 
Income from ship replacement fund [note 5] 1,526 1,480 
Income before income tax expense 10,799 9,759 
Income tax expense [note 7] 425 78 
Net income 10,374 9,681 
Earnings per trust unit 1.19 1.11 


See accompanying notes 


GONSOUDATED STATEMENTS 


Pee UNITHOLDERS’ EQUITY 


For the years ended December 31 
[In thousands of dollars] 


2003 — 2002 

aes $ $ 
Unitholders’ equity, beginning of year 77,637 77,766 
Net income 10,374 9,681 
Refundable income taxes [note 7] (217) = 

Distributions to unitholders [note 10] (9,810) (9,810) 
Unitholders' equity, end of year 77,984 77,637 


See accompanying notes 


Lae 10,374 
t affecting cash: . 
rtization of capital assets - 4,730 


| | 4,623 
ployee future benefit obligations (103) 107 
ure income taxes : 52 (34) 
Gain on disposal of capital assets (96) (85) 
__ Refundable income taxes [note 7] (217) ee 
___Re-investment of income from ship replacement fund [note 5] (2,270) (1,480) 
Writedown of ship replacement fund [note 5] 744 _ 
Change in non-cash working capital items related 
to operating activities [note 11] (956) 1,361 
Cash flows related to operating activities 12,258 14,1 
FINANCING ACTIVITIES 
Distributions to unitholders (9,810) (9,810) 
Cash flows related to financing activities (9,810) (9,810) 
INVESTING ACTIVITIES 
Purchase of capital assets (2,398) (873) 
Proceeds on disposal of capital assets 101 85 
Vessel under construction [note 2] (4,544) <= 
Withdrawal from ship replacement fund [note 2] 4,544 — 
Cash flows related to investing activities (2,297) (788) 
Net change in cash and cash equivalents during the year 151 3,575 
Cash and cash equivalents, beginning of year 4,569 994 
Cash and cash equivalents, end of year 4,720 4,569 
Supplementary information 
pp y 567 


Income taxes paid 95 
Interest paid 


See accompanying notes 
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lL SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Oceanex Income Fund [the “Fund”] is a limited purpose trust established under the laws of the Province of Ontario by a 
Declaration of Trust made as of October 31, 1997 [note 9]. The Fund, through its wholly owned subsidiary Oceanex (1997) Inc. 
[the “Company”, operates an intermodal transportation business in Canada. The Fund is administered by a Board of Trustees 
and these consolidated financial statements reflect the operations of the intermodal transportation business. 


Use of estimates 

The preparation of the Fund's financial statements, in conformity with Canadian generally accepted accounting principles, 
requires management to make estimates that affect the reported amounts of assets and liabilities at the date of the financial 
statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from 
those estimates. 

Principles of consolidation 


The consolidated financial statements include the accounts of the Fund and of its wholly owned subsidiaries. 


Capital assets 


Capital assets are recorded at cost and are amortized on the straight-line method over their estimated useful lives which are 
as follows: 


Vessels 15 years 
Freight handling equipment 3 to 15 years 
Office equipment 3 to 10 years 


Ship replacement fund 


investments in the ship replacement fund consist primarily of bonds and equity securities and are accounted for at cost. These 
investments are assessed regularly against their respective current fair market value, and are written down for any permanent 


impairment in value. The net investment income from the ship replacement fund as set out in Note 5 is entirely reinvested in 
the fund. 


Goodwill 


On the acquisition of the intermodal transportation business in 1998, goodwill was recognized to the extent of the excess of the 
purchase price over the fair value of the underlying identifiable net assets acquired. Goodwill is tested annually for impairment. 
Discounted projected cash flows are used to assess if there has been an impairment in the value of goodwill. 


Income taxes 


The Fund is a unit trust for income tax purposes and, as such, is only taxable on any taxable income not allocated to unitholders. 
As all taxable income has been allocated to unitholders, no provision for income taxes on the income of the Fund has been 
made. Income tax obligations relating to distributions from the Fund are the obligations of the unitholders. 


The Company provides for income taxes using the liability method of tax allocation. Under this method, future income tax 
assets and liabilities are determined based on deductible or taxable temporary differences between the financial statement 


values and tax values of assets and liabilities, measured using substantively enacted income tax rates expected to be in effect 
for the year in which the differences are expected to reverse 


imated vessel ae costs are provided for on a straight-line basis over the period to the next scheduled drydock. These 
rovisions are recorded based on management's best estimate of expected costs. These estimates could therefore vary by a 

: material amount in the near term. Any variance between actual costs and amounts provided is accounted for in the statement 
of income, in the period 2 ae ee of the drydock. 


. Enpleyes benefit bon 


S The Company has defined benefit pension plans for the majority of its employees. The Company accounts for its obligations 
under the employee benefits plans and related costs, net of the plan assets. The cost of pension and other retirement benefits 
earned by employees is actuarially determined using the projected benefit method prorated on services based on management's 
best estimate of investment returns, salary projections, retirement age of employees and estimated health-care costs. For the 
purpose of calculating the estimated rate of return on plan assets, assets are assessed at fair market value. The excess of the 
net actuarial gain or loss over 10% of the greater of the accrued benefit obligations and the fair market value of the plan assets 
is amortized over the average remaining service life of employees. 


Derivative financial instruments 

The Company uses interest-rate and foreign currency related derivative financial instruments for the purpose of hedging exposure 
to fluctuations in interest and exchange rates. The Company does not hold or issue derivative financial instruments for trading 
purposes. The fair value of interest rate swaps and foreign currency forward contracts is the estimated amount that the Company 
would receive or pay to terminate the swap or forward contract at the balance sheet date, taking into account current interest and 


exchange rates and the creditworthiness of the swap or forward counterparties. The unrealized loss or gain on these derivative 
instruments, used for hedging purposes, is not recorded in the financial statements until settled. 


Employee unit purchase plan 


The Company has an employee unit purchase plan, which is described in note 9. The Company records a compensation expense 
for the portion of this plan paid for by the Company. 


Revenue recognition 

Revenue is recorded in the period when voyages are substantially completed and collection is reasonably assured. 

Cash and cash equivalents 

Cash and cash equivalents include cash and marketable securities having a maturity of less than three months, reduced by the 


amount of outstanding cheques at year-end. The Company had cash equivalents of $3,489,000 as at December 31, 2003 bearing 
interest at 2.7% [$3,988,000 as at December 31, 2002 bearing interest at 2.8%]. 


NOTES TO an oper ITED 
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ee VESSeE neu St icin 


In December 2003, the Company entered into a contract to purchase a new 150-meter ice-class containership to be built in — 
Germany, for approximately $58,000,000 (€28,000,000 at an assumed exchange rate of 1.62 plus twenty-five percent duty 
and other related costs); 10% of the contract price [$4,544,000] was paid on December 30, 2003. This downpayment was made 
from the ship replacement fund. Two other instalments of 10% are payable at different stages of the vessel construction in 
2004, with the final instalment due upon the anticipated delivery of the vessel in the spring of 2005. The two instalments due 
in 2004 are also expected to be paid from the Company's ship replacement fund. 


The Company entered into a 10-year loan facility of $43,600,000 on December 23, 2003 which will come into effect when the 
Company will draw on this facility upon delivery of the vessel. The loan will bear interest at the 3-month bankers acceptance 
rate plus 1.6%, will be repayable on a quarterly basis with 30% of the remaining balance payable at the end of 10 years. A 
commitment fee equal to 0.40% per annum of the available loan balance is payable to the bank until the funds are drawn 
from the loan facility. 


To protect itself against interest rate variations over the term of the loan, the Company entered into an interest swap agreement, 
whereby the Company will receive a variable interest rate and pay a fixed interest rate, which will essentially fix the interest 
payments on the debt at 6.96% over the term of the loan. The terms of the interest rate swap coincide with the anticipated 
repayment dates of the loan. 


On January 14, 2004 the Company entered into foreign currency forward contracts for a notional amount of €8,500,000 
($13,940,000] in order to protect itself against variations in foreign exchange rates between the Canadian dollar and the 
Euro on certain of the purchase obligations required for the vessel acquisition; settlement dates coincide with purchase 
commitment dates. 


=. BANK INDERTEDNESS 


The Company has a revolving operating line of credit up to a maximum of $10,000,000, bearing interest at the greater of the 
bank's prime rate and the average bankers’ acceptance rate plus 0.875%. The line of credit is collateralized by a charge on 
accounts receivable. As at year-end, $150,000 was used for the issuance of a letter of guarantee. 


+ CAPITA HaSe1S 


Accumulated 
amortization 


Accumulated 
amortization 


ioe $ $ $ 
Vessels 36,285 10,063 35,681 8,260 
Freight handling equipment 26,297 14,762 24,694 12,163 
Office equipment 2,380 1,887 2,201 1,566 
Vessel under construction [note 2] 4,544 — ee CBSE 
69,506 26,712 21,989 
Accumulated amortization 26,712 
Net book value 42,794 40,587 


ands of dollars). 


The Company reviews and evaluates its capital assets for impairment when events, or changes in economic and other circum- 
_ stances, indicate that the carrying value of such assets may not be recoverable. The Company evaluates the recoverability of 
_ these assets by reference to undiscounted expected future net cash flows of the related assets. Measurement of an impairment 
_loss, if any, is based on the fair value of the asset by discounting expected future net cash flows of the related assets. When 
management performs future assessments of these long-lived assets, a decline in the recoverability of these assets below 
carrying value may require the Company to recognize an impairment loss. Such impairment loss, if any, may be material. 


a Ne PO! Sle ReEPrLHCenvieNnt’l FUND 


Income from ship replacement fund consists of: 


Interest 

Dividends 

Gain on disposition of investments 
Administrative expenses 
Writedown of investments 
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GE. ENIPLOYEE FUTURE BENEFIT ORLIGHIIONS 


The Company provides defined benefit pension plans for its employees and a non-pension post-retirement benefit plan for 
certain of its employees. On January 1, 2002, ship crews and fleet management personnel which were previously employed by 
an unrelated company acting as a sub-contractor to the Company were hired by the Company. As a result, the pension plan of 
these personnel was transferred to a newly created defined benefit plan sponsored by the Company. 


The following present values of the accrued employee future benefits as at year-end are based on the latest actuarial valuation 
performed as at January 1, 2001, and January 1, 2002 for the new plan, which have been extrapolated to December 31, 2003. 


2003 2002 
Pension Other Pension Other 
Benefit Plans Benefit Plan Benefit Plans Benefit Plan 
$ $ $ $ 
Accrued benefit obligation 
Balance at beginning of year 13,267 628 8,436 568 
Transfer to the new plan — — 3,433 — 
Current service cost 779 39 737 3D 
Special past service cost — — 240 =< 
Interest cost 917 43 791 39 
Benefits paid (414) (14) (370) (14) 
Balance at end of year 14,549 696 13,267 628 
Plan assets 
Fair value at beginning of year 14,822 — 9,404 — 
Transfer to the new plan — — 4,249 noe 
Employer contributions 345 14 336 14 
Employee contributions 313 ae 295 — 
Benefits paid (414) (14) (370) (14) 
Expected return on plan assets 1,161 — 1,035 + 
Actuarial gains (losses) 859 — (127) —_ 
Fair value at end of year 17,086 — 14,822 — 
Funded status — plan surplus (deficit) 2,537 (696) 1,555 (628) 
Unamortized net actuarial (gains) losses (1,841) 43 (990) 43 
Unamortized past service cost 226 — £39. oa 
Unamortized transitional asset (738) — (791) — 
Accrued benefit asset (liability) 184 (653) 13 (585) 
Valuation allowance — — pets SS 
Accrued benefit asset (liability) net 
of valuation allowance 184 (653) ts (585) _ 
Other benefit plan (653) (585) 
Employee future benefit obligations (469) (572) 


Plan assets consist primarily of money market investments, Canadian bonds and debentures and Canadian and foreign corporate 
equity instruments. 


2003 2002 


Pension Other Pension Other 

Benefit Plans Benefit Plan Benefit Plans Benefit Plan 

$ $ $ 

rent service cost. : 442 35 
ot 791 39 
Return on plan assets (1,035) — 
mortization of past service cost 254 = 


- Amortization of net actuarial losses 


(gains) and transitional asset (61) _ 


Planexpense 174 82 74 
Other benefit plan 74 
Net plan expense 256 457 


The significant actuarial assumptions used by the Company to determine its accrued benefit obligations as at December 31, 
2003 and 2002, were as follows: 


Pension Other Pension Other 

Benefit Plans Benefit Plan Benefit Plans Benefit Plan 

% % % % 

Discount rate 6.5 6.5 6.5 6.5 
Expected long-term rate 

of return on plan assets Ld > wy oe 

Rate of compensation increase 3.0 4.0 3.0 4.0 


For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health care benefits was assumed. 
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Ta INCOUDOE “i iewe 


The reconciliation of income tax computed at combined statutory tax rates to income tax expense is: 


chee ee eS 


2003 2002 


$ $ 
income before income taxes 10,799 9,759 
Combined income tax expense at statutory rates — 37.5% 
[2002 — 39.5%] 4,050 3,855 
impact of interest expense of the Company paid to the Fund, 
eliminated on consolidation (3,449) (3,633) 
Large corporation tax 140 140 
Tax rate differential on temporary differences (10) (191) 
Refundable income taxes (217) — 
Other (89) (93) 
425 78 
Represented by: 
Current taxes 373 112 
Future income taxes (recovery) Sy! (34) 
425 a) 


Future income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities 
for financial statement purposes and the amounts used for income tax purposes, principally on capital assets. 


The Company pays refundable income taxes on certain of its investment income. The refundable income tax balance for the 
Company is approximately $546,000 at December 31, 2003. Refundable income taxes are refundable at the rate of $1 for every 
$3 of taxable dividends paid to its shareholder. 

Bs FINANGTHAE INSTRUMENTS 


Short-term financial assets and liabilities 


The Company's primary short-term financial instruments consist of marketable securities, accounts receivable, accounts payable 
and accrued liabilities, current income taxes payable and distributions payable to unitholders. 


Due to the short-term nature of these financial instruments, their carrying values approximate fair values. 


Credit risk 


The Company's credit exposure on marketable securities is limited as it consists of short-term debt instruments primarily with 
Canadian Chartered Banks. 


i 
bular figures are in thousands of dollars] 


any performs ongoing credit evaluations of its customers’ financial condition and generally requires no collateral 


stomers. [see note 14] 
Ship replacement fund 


_ The ship replacement fund consists of investments in money market investments, Canadian bonds and debentures and 
Canadian and foreign corporate equity instruments. The investments in Canadian bonds and debentures mature between 
November 9, 2005 and December 1, 2031 and bear interest ranging from 3.0% to 9.5%. No individual investment accounts 
for more than 10% of the total value of the ship replacement fund. 


Foreign exchange risk 


The Company is exposed to foreign currency fluctuations between Canadian dollar and the Euro. On January 14, 2004, the 
Company entered into foreign currency forward contracts. [see note 2] 


Interest rate risk 


The Company's exposure to interest rate risk related to the financing of the new vessel has been protected by entering into a 
swap agreement [see note 2]. The approximate fair value of this swap agreement at December 31, 2003 had the Company 
decided to terminate the agreement would have been a liability of $145,600. 


Se OILERS EQUITY 


An unlimited number of trust units may be issued pursuant to the Declaration of Trust. Each unit is transferable and represents 
an equal undivided beneficial interest in any distributions from the Fund and in the net assets of the Fund. All units are of the 
same class with equal rights and privileges. Each unit is not subject to future calls or assessments. Each unit entitles the holder 
to one vote at all meetings of unitholders. 


Units are redeemable at any time at the unitholder’s option at 95% of the market price at the time subject to an aggregate 
maximum of $40,000 in cash redemptions in any particular month. Redemption in excess of this amount will be satisfied by 
distributing a pro rata share [approximately $6.99 principal amount per unit] of the $61 million 13% Series A unsecured 
subordinated promissory notes of the Company, which are presently owned by the Fund and are maturing in 2012. These unse- 
cured subordinated promissory notes are eliminated on consolidation and as such are not presented in these consolidated 
financial statements. 


In January 1998, the Fund issued 8,725,000 trust units at a price of $10 per unit for gross proceeds of $87,250,000. There has 
been no issuance or redemption of units since the inception of the Fund in 1998. 


The Company offers to its non-unionized employees a unit purchase plan whereby the employees can contribute between 2% 
and 6% of their salary while the Company contributes one third of the employees’ contributions. The funds collected are used 
to purchase units of the Fund on behalf of the employees at market value. During the year, the Company recorded a compen- 
sation expense of $65,000 [$63,000 in 2002] related to this plan. 
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10. DISTRHSUTIONS 10 UNITHOLI IE 


The Fund's policy is to make distributions to unitholders equal to cash flows from operations less investment income from ship 
replacement fund and such reserves for working capital and capital expenditures as may be considered appropriate by the 
Directors of the Company. 


The Fund made cash distributions of $9,810,000 in 2003 and in 2002 [$1.1244 per unit]. 93.4% of the amount distributed in 
2003 [87.6% in 2002] is taxable as income in the hands of the unitholders for Canadian income tax purposes, while the remaining 
portion of 6.6% [12.4% in 2002] is not taxable. 

lL. SUPFPLENIENTHRY CHSH FLOR INE OCHA ION 


Changes in non-cash working capital balance items related to operating activities consist of: 


Accounts receivables (2,028) 1,622 
Prepaid expenses, supplies and other assets (19) (275) 
Accounts payable and accrued liabilities 640 14 


Current income taxes payable 


(956) 1,361 


ie. COMMITMENTS 


The Company is committed to purchase a new vessel as detailed in note 2 of these financial statements. The Company is also 
committed under various operating leases with approximate minimum annual lease payments over the next five years as follows: 


BS I 
SESS a Oe 


2004 
2005 
2006 
2007 
2008 


December 31, 2003 | 
[All tabular figures are in thousands of dollars] 


13. CONTINGENCIES 


Claims and legal proceedings may be instituted against the Fund and the Company in the normal course of business. Legal 
proceedings are often subject to numerous uncertainties and it is not possible to predict the outcome of individual cases. In 
management's opinion, the Fund has made adequate provision for or has adequate insurance to cover all claims and legal! 
proceedings. Consequently, any settlements reached should not have a material effect on the Fund's financial position. 


14. INFORMATION ABROUT NWAIOR CUSTOMERS 
During the year, one customer represented approximately $13,300,000 [13%] of total revenue [two customers represented 


approximately $21,400,000 [23%] in 2002]. In addition, at December 31, 2003, one customer accounted for $1,900,000 [19%] 
of trade accounts receivable [one customer accounted for $1,800,000 [21%] at December 31, 2002]. 
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